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Average exchange rate for year 
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U.S.-Unuguay Trade 
U.S. exports to Uruguay (F.A.S. )(1) 73. 
U.S. imports from Uruguay (C.1.F.)(2) 155. 
Trade balance - 82. 
U.S. share of Uruguayan exports (%) is 


3 
U.S. share of Uruguayan imports (%) 8. 
U.S. bilateral aid 0.6 
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9 
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Principal U.S. exports (1985): fertilizers, chemicals, machinery and equipment, plastic § rubber products, 
precision instruments. 


Principal U.S. imports (1985): textile clothing and fabric, leather manufacturers and wearing, frozen fish, 
wool and hides. 

(1) Excluding gold or silver bullion and metal coins amunting to $6 milli in 1984 and $13.5 millim in 

1985, because they were in free transit to other countries 


(2) Excluding gold or silver bullion and metal coins amounting to $420.3 million both in 1984 and 1985 
because they were in free transit from other countries. 


Sources : Central Bark of Uruguay, G0U Office of Statistics and Census, U.S. Department of Commerce 





SUMMARY 


During the period of Military rule 1974-1981 the Government of Uruguay 
(GOU) embarked on an economic program whose principal themes were 
"export, investment, stability and growth" which resulted in consistent 
GDP and export growth. However, these two achievements were associated 
with a continuous government deficit, large increases in the country's 
external debt, and investment flows from Argentina destined mainly for 
the construction of luxury apartments in excess of demand. All these 
factors, together with a cost/price distortion arising from the 
inconsistency between domestic inflation and exchange rate policy, put an 
end to the good years. By November 1982 the loss of almost all foreign 
exchange reserves forced the end of control over the exchange rate and 
led to the adoption of a floating system which resulted in an immediate 
loss of 50 percent in the value of the Uruguayan currency. The GDP for 
1982 contracted almost ten percent, and the recession continued during 
1983 and 1984 with 5.9 and 2.4 GDP reductions respectively. By the time 
of the presidential elections in November 1984, GDP had fallen about 17 
percent from its peak in 1981, unemployment was around 13 percent and the 


average real value of salaries had fallen to 50-60 percent of the 1968 
base level. 


Rhetoric during the 1984 Uruguayan election campaign suggested that major 
policy changes might be made by the civilian Government chosen to follow 
the military regime. Such proposed changes generally involved a more 
autarchic economy and a harder line towards the IMF and external 
creditors. However, the economic team of the winning Colorado Party put 
together a program continuing the open-economy approach of its 
predecessor and intensifying efforts to control the fiscal deficit and 
inflation. During its first year the GOU did very well in reducing the 
deficit, even though both inflation and monetary growth were at high 
levels. Its wage recuperation policy contributed to inflation without 
achieving its objective of labor peace. Interest rate ceilings were 
eliminated and rates declined; rates remained positive in terms of 
officially expected inflation. The exchange rate depreciated, but the 
float was not clean. Capital flows remained unfettered. Agreements were 
reached to reschedule external and internal debts. Economic growth 
resumed in the last half of 1985 and preliminary data for the first 
quarter of 1986 indicate that it continues. 


BEST copy AVAILABLE 
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A. CURRENT ECONOMIC SITUATION AND TRENDS 


I. ECONOMIC GROWTH 


Following a six year period of strong economic growth, beginning in 
mid-1981, Uruguay's economy took a sharp turn for the worse. Over the 
three years 1982-1984 real GDP declined 17 percent. This decline in 
output was broad based, with manufacturing and construction activities 
dropping by 20.5 percent and 47.8 percent respectively, services (mainly 
commerce) contracting by 14 percent, and the primary activities sector 
falling by 12 percent. On the basis of a rebound in agricultural and 
manufacturing production in the second half of 1985, real GDP grew by a 
modest 0.7 percent for the year as a whole. The recovery started with an 
overall 2.5 percent increase during the second semester of 1985 as 
compared with the same period of 1984 and, according to preliminary 
estimates, the growth trend continued with a two percent increase during 
the first quarter of 1986 as compared with the first quarter of 1985. 
This increase was led by an eight percent growth in the agriculture 
sector and a 2.85 percent rise in the manufacturing sector. Table I.1 
shows the GDP index by sector and Table I.2 indicates how different 
sectors of the economy fared in 1985. 


Agriculture and Livestock: Despite its relatively small share in GDP, 
this sector was the leading factor for economic recuperation during 
1985. Within the sector, livestock, wool and milk increased their 
physical volume production by 6.1 percent, 27.6 percent, and 6.9 percent 
respectively. Rice increased 23.8 percent and oilseeds 17.4 percent, 
while other cereals and vegetable crops decreased their volume. The 
primary sector in Uruguay accounts for a large share of the country's 
export earnings but during 1985 it did not keep pace with the production 
increase because of the decline in the international market prices. 


Fishing: The 1985 fish catch increased 1.4 percent as compared with 
1984, but exports increased 17.1 percent in volume and 8.2 percent in 
value from $49.0 million to $53.0 million. Conditions in export markets 


appear to be favorable and long-term prospects indicate a much higher 
level of production. 


Manufacturing: This sector, which accounts for about one fifth of total 
GDP, has been declining at an average of six percent per year during the 
period 1981-1985. However, the contraction in 1985 was only 1.6 percent 
as compared with 1984 physical volume of production and, excluding the 
petroleum refining industry, the contraction was only 0.75 percent. 
Other industries which declined in 1985 were the textile, clothing and 
leather industries, paper and printing, and non-metallic products 
industries. Those which increased activity during 1985 were meat 
processing, car assembly industries, fish processing, beef, paints, 
industrial chemicals, and electric machines and equipment. Despite the 
overall production decrease, working hours increased by 0.79 percent and 
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employment by 1.73 percent in the sector. In general, the industrial 
sector refrained from undertaking new investments in 1985, but after the 
enactment of a law late in the year to refinance domestic debt to private 
and official banks, there were indications of a pick-up in investment 
activity, especially in export-oriented industries. Other measures to 
promote investment were the broadening of the trade agreement with 
Argentina, the tariff exemptions for capital goods imported by 
export-oriented industries, accelerated depreciation authorized for new 
investments, differential electricity tariff for industries, improvement 
of the pre-financing system for exports, and a law regulating leasing 
operations. According to preliminary estimates during the first quarter 
of 1986, industrial production increased 2.85 percent as compared with 
the first quarter of 1985. Other results observed were a general 25 
percent increase in exports and a specific 44 percent increase to 
Argentina during the first four months of 1986, as compared with 
January-April 1985. 


Construction: This sector is below 50 percent of what it was in 1981. 
Private investment was virtually non-existent during 1985 and prospects 
for the future are not favorable. Some increase may be expected from the 
action of the GOU Mortgage Bank to implement low income housing 
construction plans if and when financing is obtained. 


Table I.1 - GDP Index by Economic Sector (Base 1978 = 100) 


First quarter 


Sector 1982 1983 1984 198 1985 1986 Est 


Agriculture ‘ W.7* ) VER 
Fishing ; 193. 
Manufacturing ‘ ‘ 80. 
Construction ; p 77.4 
Commerce ; ‘ 85.6 

Transp & Comm 7 ’ 100.5 
Other services , ; 111.5 

Total . 4 97. ‘ ; 95.3 97. 


Ww 
W Co Ww 


93.9 101.4 
79.7 82.0 


Table I.2 - Sectors Contributions to 1985 GDP 


Performance: percentage 
Sector Percentage of GDP variation 1985/1984 


Agriculture 12.6 5. 
Fishing 0.6 
Manufacturing 20. 
Construction 
Commerce 
Transport & Communications 
Other services 

Total 





II. INVESTMENT 


Internal investment decreased in real terms from 18.6 percent of GDP in 
1980 to 8.0 percent in 1985. The decrease in the investment levels was 
due mainly to the following factors: a) a contraction in the internal 
and foreign transactions which reduced the savings margins and the use of 
a greater share of those margins to service the foreign debt; b) a 
natural disincentive for investment due to the contraction of the 
internal market which resulted in an increase of idle production 
capacity; c) the Argentine investment in the construction industry in 
excess of demand during 1978-1982 was discontinued in 1983, as well as 
public investment in the Salto Grande and Palmar hydroelectric dams. 


The GOU is presently promoting internal and foreign investment through 
the implementation of tariff exemptions for capital goods imports; 
authorization for accelerated depreciation; extension in the terms of the 
schemes for pre-financing and post-financing exports; the regulation of 
leasing operations; and other measures towards generation of greater 
operating margins required to increase investment. 


III. BALANCE OF PAYMENTS 


Again in 1985 the merchandise trade and tourism surplus financed the 
deficit in the services account brought about by debt interest payments. 
The deficit was 16.3 percent less than in 1984 due to a greater surplus 
in the tourism account and the reduction of about 5.0 percent in the 


external debt interest paid. (Smaller interest payments resulted from a 
favorable multiyear debt rescheduling and falling market interest rates.) 


Balance of Payments 
(Million of dollars) 


Current Account 
1. Merchandise trade 
Exports F.0.B. 
Imports F.0.B. 
2. Net non-financial services 
3. Net financial services 
4. Net transfers 


Capital Account 
1. Public sector 
2. Private sector 


Changes in Central Bank reserves 
Adjustments for gold transactions 
Errors and omissions 
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The capital account shows a minus balance in the amount of $184 million 
reflecting bank foreign investment and capital amortization of foreign 
debt of the public sector which was not rescheduled. 


The balance of + $227 million in the errors and omissions account shows a 
reversion of the outflow trend of funds since 1981 and indicates that 
some capital is returning to the country in the form of unrecorded 
financial investment or debt payments. 


The net foreign exchange reserves of the Central Bank decreased $64.8 
million, less than expected, from $457 million in December 1984 to $392.2 
million in December 1985. (In assessing its reserves the Central Bank 
valued gold at $260.37 per troy ounce.) 


Merchandise Trade: 1985 ended with less of a surplus and fewer exports 
and imports than in 1984. Total exports amounted to $853.6 million 
(F.0.B.) and imports to $707.8 million (C.I.F.) resulting in a surplus of 
$145.8 million, slightly less than the $148.9 million of 1984. 


Exports during 1985 were $71.0 million less than in 1984, $25.7 million 


of which was from the beef sector, $30 million from hides sector, and $20 
million from the textile industry. 


On the import side the reduction amounted to $67.9 million: $32.0 million 
from crude oi] and distillates, $28 million from intermediate goods, and 
$19 million from capital goods. Also an $11 million increase occurred in 


consumer goods caused by the rise in the real disposable incomes during 
the year. 


The prospects for 1986 are hopeful on the export side, which, as of May 
1986, has increased 24.3 percent as compared with the same period of 
1985. However, falling prices for some important export products are 
problematical. No import figures are available yet for the early months 
of 1986, but excluding petroleum, which will decrease for price reasons, 
imports are expected to grow by about 20 percent. Thus, overall imports 
are expected to increase 12-14 percent in 1986 as compared with 1985. 


Tourism : This sector is included in the net non-financial service line 
of the balance of payments. The 1985 figures show a $25 million increase 
in receptive tourism which coincides with the increase as shown in the 
balance of payments statement. The creation by the new Government of a 
Ministry of Tourism will aim to enhance this activity by building upon 
natural comparative advantages. 
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Merchandise Trade 
(Millions of dollars) 


1984 % Variation 


Exports F.0.B. 

Beef 130 
Woo] 74 
Rice 58 
Fish 48 
Hides and leather 92 
Leather manufactures 30 
Leather apparel 24 
Textile products 208 
Other 261 

Total 925 
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Imports C.I1.F. 
Consumer goods 5] 
Capital goods 70 
Intermediate goods 385 
Crude oi] and distillates 270 
Total 776 


IV. BUDGET 


The Central Government budget deficit, as measured by the fiscal 
performance of the GOU Treasury on a cash basis, shows a favorable 
improvement both in the decreasing amount of the deficit and in the 
source of resources to finance it. CY 1982 was by far the record year 
for the Central Government deficit. In that year the deficit amounted to 
almost nine percent of GDP, and arose primarily from sharply increased 
wages and social security payments. During the following years the GOU 
managed to achieve a persistent decline of current expenditures by 
concentrating on the salaries and social security component. The year 
1985 ended with a deficit of only three percent of GDP. In real terms, 
as deflated by the cost of living variation between 1982 and 1985, total 
revenue was practically unchanged despite a decreasing GDP; current 
expenditures were reduced by 23.8 percent; investments were reduced by 
39.9 percent; and the deficit contracted by 67.3 percent. 


In the area of financing the deficit, the substitution for Central Bank 
and Bank of tne Republic credit by the genuine, non-inflationary issuance 
of treasury bonds and letters is noteworthy. 


The figures for the first quarter of 1986 show an impressive lack of 
deficit so far this year. However, implementation of the 
recently-approved budget is expected to result in a deficit of about 2.5 
percent of GDP for the year 1986. 
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Central Government Fiscal Performance (% of GDP) 


Jan-March 


. Total Revenue 
Taxes, mainly for consumption 
Foreign trade taxes 
Other 
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Salaries and social security 
Non-personal services 
Other including debt service 
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. Financing 
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the Republic credit 
Treasury letters and bonds 
Other including foreign 
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V. INFLATION 


At the time the foreign exchange control was discontinued in November 
1982, inflation, as measured by the Consumer Price Index (CPI), stopped 
its decreasing trend at the level of 20.5 percent for CY 1982. 
Thereafter inflation jumped to 51.5 percent and 66.1 percent for the 
years 1983 and 1984 respectively. At the time the new Government was 
inaugurated in March 1985 inflation was at an yearly rate of 67.9 
percent. The new Government made the fight against inflation a priority 
and stated a target of 70 percent by the end of 1985. The GOU did not 
meet this target, though it was not too far off: 83.0 percent. 


During 1986 the GOU measures to control inflation appear to have had more 
success since a decreasing trend in the index began in March 1986 and the 
12 month rate of CPI fell to 72.2 percent in May 1986. Falling oil and 
food prices, fiscal progress, and a more restrained wage policy no doubt 
contributed to this recent improvement. The GOU will not’ meet its own 
target of 60 percent CPI increase in the year ended July 1986, but is 
still aiming for about 50 percent for the year as a whole. 


VI. REAL SALARIES 


In March 1985 the real salary index was 50 percent below what it was 12 
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years ago (June 1974). In view of this and because of domestic political 
pressures, the GOU decided to increase the real salaries in both private 
and public sectors in advance of sustained economic recovery. Initially, 
the GOU's policy was to accord pay increases which fully compensate for 
recent past inflation and provide a modest real increase as well. Asa 
result of this policy real wages increased about 14 percent in 1985 
compared to 1984 levels. In February 1986 the GOU substantially changed 
the policy then in force, and now nominal salary increases will only 
compensate for expected inflation-- which is on a decreasing trend (see 
Section V). With this policy change the GOU ameliorated a major 
cost-push element in local inflation, as well as the budgetary pressure 
arising from public sector wage increases. In March 1986 the real wages 
index was almost 21 percent higher than in March 1985. 


B. IMPLICATIONS FOR THE UNITED STATES 


Surprisingly, the government still maintains its liberal import regime 
and its unrestricted foreign exchange market, thus keeping its 
recently-opened international trading system which in earlier years had 
been strictly controlled by the Government. This is an important change 
in attitude which is commendable. 


Despite a growing bureaucracy, labor unrest, and other distracting 
problems, business is improving slightly in a few sectors. Out of a very 
depressed situation which began in 1980 with the sudden liberalization of 
imports and the abrupt termination of a mini-devaluation system in 1982, 
manufacturers are still inching along. The shock wave those two measures 
made at the time Uruguay was enjoying a high standard of living are being 
felt today, only muted by time. The country was left with an 
unprecedented local and foreign debt which is still growing, and a 
weakened social consensus. The sectors that seem to be pulling out of 
the quagmire are those involved in exports. These sectors are also 
affecting imports indirectly as the demand for basic raw materials and 
some capital goods rises. 


According to Central Bank figures, exports reached rock bottom in August 
1985 with a 12 month performance of $804.2 million dollars. It has since 
steadily increased to $880.3 million for the 12 months ending March 1986 
(April 1984 to March 1985: $893.2 million). Substantial imports of 
consumables and of finished items are not foreseen in the immediate 
future. The trade surplus during 1985 amounted to $145.8 (F.0.B.-C.I.F. 
basis), below the level of immediately preceding years. The U.S. share 
was at about the same as last year, i.e. fifteen percent. 


Roughly one third of this country's imports by value consist of crude oil 
and petroleum by-products. The U.S. part in this particular trade is 
next to nil. By November 1985, Uruguay's largest import from the United 
States coincided with Uruguay's second largest import category globally: 
capital goods ($53 million dollars). Of that amount, the United States 
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supplied some $14 million consisting of: rotary printing presses ($6 
million), data processing equipment peripherals ($3 million), and “other 
goods" ($5 million). Other large purchases of U.S. origin included 
fertilizer ($10 million, of which phosphate of ammonia $8.6 million), 
artificial plastic raw materials ($3 million), miscellaneous chemical 
products ($2 million), and organic chemicals ($2 million). 


Economic adjustments expected by many traders after the March 1985 
transition to democracy are underway but are behind expectations. The 
road is rough for companies and individual entrepreneurs lacking 
capital. Rescheduling of local debt is helping; but rates of interest 
and overhead for borrowing working capital are still too high (100 
percent and over). Currently, the password is "export" and there are 
several concerns exporting well. They are in the food processing 
industry and in the wool and leather finishing sectors. Considering 
Uruguay's principal role as a food and clothes producer due to its large 
stocks of bovine and ovine cattle, the success of these industries is 
logical. Fruit, vegetables, and fishing are also growing sectors which 
merit attention. There is a general feeling that export-oriented 
industries in Uruguay are back on the road to a good future. Before 
WNIT, the country was prosperous on primary product sales abroad. During 
that conflict it established an import substitution industry to address 
the difficulties encountered in obtaining raw materials and finished 
goods from its traditional foreign suppliers. After 40 years of 
industrialization, it now finds itself short of local consumers and is 
looking out for customers overseas, this time with finished products. 


U.S. investors may benefit from this turnaround, especially if they are 
looking for sources of supply. They may consider investing in firms well 
established and already exporting with success, but needing more working 
capital, technical knowhow, and ready markets. Investors should be 
cautioned in placing capital in companies showing unscheduled debts or 
staffed with executives lacking experience in dealing with foreigners. 
There are several concerns capable of accepting joint venture money. 
Many others express keen interest in doing business with U.S. companies 
but some of them would probably end up in bankruptcy through bad 
management. The more promising recipients of ready cash are also 
potential buyers of U.S. machinery and equipment. 


Major projects: Unfortunately, neither the private nor the public 
sectors are in a favorable position now to spend funds on major 

projects. Government expenditures are now made on day-to-day purchases 
of maintenance supplies and equipment. Gone is the period of 
overspending for sophisticated goods and services enjoyed during the late 
1970s and early 1980s. 


The remaining major project of that era still needing suppliers is the 
sewerage modernization program of the municipal authority of Montevideo. 
It is a joint IBD/municipal plan to clean the waters along the coast 
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extending from the capital city east and west. The eastern side, or Plan 
I, is under construction and a recent call for bidders for its ocean 
outfall line has been won by an international consortium. The western 


side, or Plan II, is under study, needs financing, and will take some 
years to implement. 


There is also renewed interest in buying a floating laboratory for the 
Uruguayan Bureau of Fishing. The original plan called for a 35 meter 
research vessel in order to enhance Uruguay's capabilities in scientific 
research and technology for fishery development. To be partially 


financed by the IBD, the $13 million dollar project has been postponed 
several times. 


The other two major projects currently being considered are 
international. They involve the construction of a bridge to Buenos Aires 
as a link in the Pan American highway and an irrigation project on the 
Yaguaron river bordering southeast Brazil. Both are long-term and 


political in nature but feasable and important to the three nations 
involved. 


U.S. Trade Promotion Events: The only international event where nations 
and foreign firms show their products to a large Uruguayan audience is 
the Prado fair. The Embassy, with USDOC and USIA assistance, 
participates with a U.S. Pavilion. U.S. suppliers interested in making 
their presence known in this country should contact the Embassy 
Commercial Section or the Department of Commerce's Uruguay Desk (phone 


202-377-5427) for details. 








